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OFFICE OF THE CONTROLLER 
CITY SERVICES AUDITOR 

The City Services Auditor (CSA) was created in the Office of the Controller through an amendment to 
the San Francisco Charter that was approved by voters in November 2003. Under Appendix F to the 
City Charter, the City Services Auditor has broad authority to: 

• Report on the level and effectiveness of San Francisco’s public services and benchmark the 
City to other public agencies and jurisdictions. 

• Conduct financial and performance audits of city departments, contractors and functions to 
assess efficiency and effectiveness of processes and services. 

• Operate a whistleblower hotline and website and investigate reports of waste, fraud and 
abuse of city resources. 

• Ensure the financial integrity and improving the overall performance and efficiency of city 
government. 

CSA may conduct financial audits, attestation engagements and performance audits. Financial audits 
address the financial integrity of both city departments and contractors and provide reasonable 
assurance about whether financial statements are presented fairly in all material aspects in 
conformity with generally accepted accounting principles. Attestation engagements examine, review 
or perform procedures on a broad range of subjects such as internal controls; compliance with 
requirements of specified laws, regulations, rules, contracts or grants; and the reliability of 
performance measures. Performance audits focus primarily on assessment of city services and 
processes, providing recommendations to improve department operations. 

CSA conducts its audits in accordance with the Government Auditing Standards published by the 
U.S. Government Accountability Office (GAO). These standards require: 

• Independence of audit staff and the audit organization. 

• Objectivity of the auditors performing the work. 

• Competent staff, including continuing professional education. 

• Quality control procedures to provide reasonable assurance of compliance with the auditing 
standards. 


For questions regarding the report, please contact Director of City Audits Tonia Lediju at 
Tonia.Lediiu@sfqov.org or 41 5-554-5393, or CSA at 415-554-7469. 

CSA Audit Team: Irella Blackwood, Audit Manager 

Cathalina Kung, Associate Auditor 


Audit Consultants: Moss Adams LLP 
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Board of Directors 

San Francisco Municipal Transportation Agency 
1 South Van Ness Avenue, 7 th Floor 
San Francisco, CA 94103 


Mr. John Funghi, Program Director 
San Francisco Municipal Transportation Agency 
821 Howard Street, 2 nd Floor 
San Francisco, CA 941 03 

Dear Board President, Directors, Mr. Reiskin and Mr. Funghi: 

The Office of the Controller’s City Services Auditor Division (CSA) engaged Moss Adams LLP 
(Moss Adams) to perform “desk reviews” of contractor overhead rates submitted under the San 
Francisco Municipal Transportation Agency (SFMTA) Central Subway Partners agreement in 
accordance with Government Auditing Standards. Moss Adams assessed overhead rates 
submitted for 6 of the 15 contractors that performed program management and construction 
management services in 2010. 

CSA presents its “desk review” results for the six contractors’ overhead rates under the Central 
Subway Partners agreement. The “desk review” objectives were to (i) perform a risk 
assessment of the submitted overhead rates for six contractors and (ii) to follow up as 
necessary, based on the results of the risk assessment, to perform directed testing of overhead 
pool and base amounts to determine if adequate documentation exists to support the 
contractor’s assertion that the overhead rates were computed, in all material respects, in 
accordance with relevant contract terms and with the Federal Acquisition Regulation (FAR) Part 
31. 

The “desk reviews” were conducted in accordance with attestation standards established by the 
American Institute of Certified Public Accountants and the standards applicable to attestation 
engagements contained in Government Auditing Standards issued by the Comptroller General 
of the United States. A review is substantially less in scope than an examination, the objective 
of which is the expression of an opinion on the contractor’s assertions. Accordingly, Moss 
Adams did not express such an opinion. 

For one contractor, Butler Enterprise Group, no overhead rate, detailed accounting records, or 
supporting data was provided to Moss Adams. Therefore, Moss Adams was unable to assess 
the contractor’s assertion that its overhead rates were computed, in all material respects, in 
accordance with relevant contract terms and with FAR Part 31 . Because of this significant 
matter of omission of an overhead rate and supporting documentation by this contractor, the 
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scope of Moss Adams’ work specific to this contractor was insufficient to enable performance of 
a “desk review.” 

Except as discussed in the previous paragraph, Moss Adams concluded that there were no 
reportable instances of noncompliance with contract terms and FAR Part 31 requirements for 
the remaining contractors. The report includes one recommendation for SFMTA to review 
subcontractor methodologies for applying overhead rates. 

SFMTA’s response to the report is attached as an appendix. CSA will work with SFMTA to 
follow up on the status of the recommendations in the report. We appreciate the assistance 
Moss Adams provided and cooperation that staff of SFMTA and other city departments provided 
to us during the assessment. 


Respectfully, 



Tonia Lediju 
Director of City Audits 


cc: Mayor 

Board of Supervisors 
Civil Grand Jury 
Budget Analyst 
Public Library 


TABLE OF CONTENTS 


Introduction 1 

Desk Review Results by Topic 5 

Note 1. Reconciliation 5 

Note 2. Labor Rate Calculation 5 

Note 3. Field Overhead Applicability 6 

Note 4. Direct Versus Indirect Charging of Cost 8 

Note 5. Allowability and Allocability in Accordance with FAR Part 31 8 

Appendix A - Department Response A-1 

Appendix B - Contractor Response B-1 




Page intentionally left blank. 



WWW.MOSSADAMS.COM 


MOSS ADAMS llp 

INTRODUCTION 


Audit/Review The City and County of San Francisco’s Charter provides the Controller’s 

Authority Office, City Services Auditor (CSA), with broad authority to conduct audits 

and reviews. This desk review was conducted under that authority. 

Background The San Francisco Municipal Transportation Agency (SFMTA) has an 

agreement with the Central Subway Partners (CSP) to provide program 
management and construction management (PM/CM) services regarding 
the Central Subway Project. Central Subway Partners is a joint venture 
between AECOM USA, Inc. and EPC Consultants, Inc., also known as 
the prime contractors. The Central Subway Project is a transportation 
improvement that will link neighborhoods in the southeastern part of San 
Francisco with downtown and Chinatown. The total budget for the Central 
Subway Project is $1 .58 billion. Subway service is planned to begin in 
2018. 

The joint venture prime contract and subcontracts included clauses 
requiring that the contracts will be cost-type contracts subject to 
applicable regulations, such as Federal Acquisition Regulation (FAR) Part 
31 regarding the allowability of specific areas of cost. These regulations 
impact the allowability of indirect costs claimed by the contractors 
through the submission of claimed indirect rates. Moss Adams LLP 
(Moss Adams) was engaged to perform assessments of six (6) 
subcontract indirect rate submissions that correspond to contractor 
fiscal years ended in 2010. 

The rates subject to desk review include home office overhead rates and 
field overhead rates. The home office overhead rates are to be applied to 
those employees stationed at contractor home offices while field 
overhead rates are to be applied to those contractor employees stationed 
at CSP offices for extended periods of time (as defined in the joint venture 
contract). 
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Objective, 
Scope, 
Criteria and 
Methodology 


Rates Reviewed 

The following rates were reviewed: 


Contractor 

Fiscal 

Year End 

Field 

Overhead 

Rate* 

Home Office 
Overhead 
Rate* 

Booz Allen Hamilton, Inc. 

3/31/2010 

91.76** 

128.28** 

Butler Enterprise Group 

12/31/2010 

Not Provided 

Not Provided 

Chinatown Community 
Development Center 

12/31/2010 

187.89 

187.89 

Intueor Consulting, Inc. 

12/31/2010 

137.80 

167.46 

Townsend Management, Inc. 

12/31/2010 

112.50 

139.80 

Towill, Inc. 

12/31/2010 

183.10 

183.10 


*ln instances when the field overhead rate and the home office overhead rate are the same, 
this indicates that the contractor did not compute a separate field overhead rate. 

**See Booz Allen Hamilton’s response in Note 3 below. 

In the second year of the assessment, CSA selected a total of six firms that 
were expected readily available as well as sufficient records for Moss Adams 
LLP to perform the prescribed assessment of the firms’ audited overhead 
rates. 


Objective The objective of this engagement was to assess the assertions made 

by the six subject subcontractors for the subject indirect rates in 
accordance with the criteria that follows. 


Criteria The CSP joint venture contract specifies the terms and conditions that 

apply to the prime joint venture contract which also flows down to 
subcontractors. The specific criteria applied to the Indirect Rate 
Schedule are contained in the CSP joint venture contract clauses 31 
and 33, respectively. Clause 31 indicates that the indirect rates must be 
calculated in accordance with FAR Part 31 . Clause 33 requires that a 
separate field overhead rate should be applied to certain employees 
that are stationed at the CSP joint venture offices for extended periods 
of time (as defined in the contract). 
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Methodology To meet the assessment objectives, Moss Adams performed 

procedures that generally encompassed, but were not limited to, the 
following activities: 

• Review and summarization of pertinent contract terms related to 
accounting and reporting of provisional and actual overhead rates. 

• Review of actual overhead cost-pool schedules for “field office” 
and “home office” overhead rates. 

• Review of reconciliations of cost-pool schedules, including direct 
and indirect labor costs to the accounting records, and review of 
follow-up activities. 

• Reconciliation of reported labor costs to payroll records. 

• Performance of a risk assessment for each contractor where items 
for further follow-up were identified. 

• Performance of directed testing of specific transactions to analyze 
whether costs were eligible in accordance with contract terms and 
applicable regulations. 

• Mathematical verification of indirect rate calculations. 

This review was conducted in accordance with attestation standards 
established by the American Institute of Certified Public Accountants 
and the standards applicable to attestation engagements contained in 
Government Auditing Standards issed by the Comptroller General of the 
United States. A review is substantially less in scope than an 
examination, the objective of which is the expression of an opinion on 
the subject contractor’s assertions. Accordingly, Moss Adams does not 
express such an opinion. 

For one contractor, Butler Enterprise Group, no overhead rate, 
detailed accounting records, or supporting data was provided to Moss 
Adams. Therefore, Moss Adams was not able to assess the 
contractor’s assertion that the overhead rates were computed, in all 
material respects, in accordance with relevant contract terms and with 
the Federal Acquisition Regulation (FAR) Part 31. Because of this 
significant matter of omission of an overhead rate and supporting 
documentation by this contractor, the scope of Moss Adams’ work 
specific to Butler Enterprise Group was not sufficient to enable 
successful performance of a “desk review.” 
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DESK REVIEW RESULTS BY TOPIC 


The assessment of overhead rate submissions for six (6) contractors resulted in verification 
of good practices. Exhibit 1 below summarizes the assessment steps performed and 
exceptions identified. 

Exhibit 1 


Exceptions Reported 


Recon- 

ciliation 

Labor Rate 
Calculation 

Field 

Overhead 

Applicability 

FAR Part 
31 - Direct 
and 
Indirect 
Charging 

FAR Part 
31 - 

Allocability 

and 

Allowability 

Total 

Exceptions 

Contractor 

Note 1 

Note 2 

Note 3 

Note 4 

Note 5 

Booz Allen Hamilton, Inc. 

- 

- 

- 

- 

- 

0 

Butler Enterprise Group 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

Chinatown Community 
Development Center 






0 

Intueor, Inc. 

- 

- 

- 

- 

- 

0 

Townsend Management, Inc. 

- 

- 

- 

- 

- 

0 

Towill, Inc. 

- 

- 

- 

- 

- 

0 

Total Exceptions 

0 

0 

0 

0 

0 

0 


Note 1 : Reconciliation Moss Adams requested information to ascertain whether 

the contractor claimed overhead pool and base cost 
elements were reconcilable to contractor general ledger 
and payroll information. Moss Adams also assessed the 
contractor’s internal controls with regard to reconciliations. 
No instances of significant unreconciled differences that 
required reporting were noted; however, see scope 
limitation comment in the Methodology section above 
relevant to Butler Enterprise Group. 


Note 2: Labor Rate Moss Adams requested information to ascertain whether 

Calculation the contractor claimed direct and indirect labor costs utilized 

to calculate overhead rates were computed based on actual 
labor costs and whether the labor rates were calculated 
based on all hours worked for exempt employees. Moss 
Adams also assessed the contractor’s internal controls with 
regard to labor rate calculations. No instances came to 
Moss Adams’ attention of significant errors in labor rate 
calculations or controls that required reporting, with the 
exception of scope limitation relevant to Butler Enterprise 
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Group, as discussed in the Methodology section above. 


Note 3: Field Overhead Moss Adams requested information to ascertain whether 

Applicability contractor overhead rates applied to field employees were 

in compliance with clause 33 of the CSP joint venture 
contract regarding allocability of overhead costs to field 
employees stationed at CSP offices. No instances of 
potential noncompliance with the subject clause came to 
Moss Adams’ attention as a result of directed testing, with the 
exception of scope limitation relevant to Butler Enterprise 
Group, as discussed in the Methodology section above. 

Contractor Response With respect to the recent assessment performed by Moss 

Adams LLP validating the indirect cost data and related 
indirect rates for Booz Allen’s fiscal period FY2010 as 
presented in Darrell J. Oyer’s audit report (dated 3/31/10), 
Booz Allen confirms the manner in which this information is 
provided and its consistent use of these indirect rates for 
estimating, accumulating, and reporting costs. 

The indirect (provisional) rates used within the cost/price 
estimates for the Central Subway Partnership project were 
based on those rates submitted to the Defense Contract 
Audit Agency (DCAA) for Booz Allen’s fiscal year FY2010. 
All indirect costs are recorded once to a unique pool, 
whether as fringe, overhead, or G&A. 

Fringe expenses are pooled, and then applied to all labor as 
fringe expenses benefit all Booz Allen staff. Overhead 
expenses are pooled by applicable cost center, and the 
related overhead rate is applied to the associated direct labor 
and applied fringe on direct labor aligned to the applicable 
overhead cost center. Materials handling overhead pool 
costs relate to the cost of managing and accounting for 
subcontract, material and independent consultant costs and 
are allocated over subcontract, direct material, and 1C costs. 
G&A pool expenses and activities consist of those costs 
which benefit the firm overall and the G&A rate is applied to 
both the overhead pool and base costs (fringe and direct 
labor) (note that Booz Allen is structured as a single segment 
with one corresponding G&A rate). 

This same indirect rate methodology was used to develop 
this project’s proposal and was used to account for and 
report costs applicable to this project. The application of the 
actual audited indirect rates used in support of this contract 
(Booz Allen Cost Centers 12 and 22) is illustrated below - 
please note that the build-up of these rates into a single 
multiple or total rate is multiplicative and not additive: 
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Booz Allen - FY10 Audited Indirect Rates 

(Source: Moss Adams audit of Darrell J Oyer audit report - BAH FY2010) 


Description 

Audited Indirect Rates 

CC12 

Calculation 

Fringe 

41.25% 


Overhead 

75.65% 


G&A 

11.37% 


Multiple 

2.76 

=+(l+fringe)*(l+overhead)*(l+G&A) 

Multiple 

2.76 

=1-2.76 = 1.76(176%) 


Example: 80 hours X $40/hour = $3,200 Direct Labor Cost before burdens/indirect rates applied 


Separate application of burdens to Direct Labor cost (CC12): 

Direct Labor 


$ 

3,200 

Fringe 

41.25% 


1,320 

OH on (labor + fringe) 

75.65% 


3,419 

G&A on (Labor + Fringe + OH) 

11.37% 


903 

Total Burdened labor 


$ 

8,842 

Multiple X Direct Labor Cost 

2.76 

$ 

8,842 


Description 

Audited Indirect Rates 

CC22 

Calculation 

Fringe 

39.45% 


Overhead 

40.94% 


G&A 

11.37% 


Multiple 

2.19 

=+(l+fringe)*(l+overhead)*(l+G&A) 

Multiple 

2.19 

=1-2.19 = 1.19(119%) 


Example: 80 hours X $40/hour = $3,200 Direct Labor Cost before burdens/indirect rates applied 


Separate application of burdens to Direct Labor cost (CC22): 

Direct Labor 


$ 3,200 

Fringe 

39.45% 

1,262 

OH on (labor + fringe) 

40.94% 

1,827 

G&A on (Labor + Fringe + OH) 

11.37% 

715 

Total Burdened labor 


$ 7,004 

Multiple X Direct Labor Cost 

2.19 

$ 7,004 


The accumulation of activities and application of calculated 
rates for each respective indirect pool is consistent with 
federal regulations for indirect cost recovery, Booz Allen’s 
disclosed practices for estimating, accumulating, and 
reporting, and is an expected process by Booz Allen’s 
cognizant federal and external auditing agencies. 
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Moss Adams Analysis of 
Contractor Response 

Moss Adams takes no exception to BAH’s response. The 
scope of the “desk reviews” of contractor submitted 
overhead rates was limited to an assessment of the audited 
overhead rate submitted to the SFMTA by the contractor 

CPA firm and not an assessment of the methodology of 
application of the rate within the billings. Based on the work 
performed, no information came to the attention of Moss 

Adams to indicate that the rates presented by BAH did not 
reflect actual overhead rates or that the rates were not 
prepared and reported in compliance with the terms of the 
contract. 

Recommendation 

Moss Adams recommends that SFMTA evaluate the 
methodology used by BAH to apply their audited overhead 
rate in their billings. SFMTA should evaluate and conclude on 
whether BAH’s methodology is appropriate. 

If the methodology is deemed inappropriate, determine the 
monetary effect and adjust the billing accordingly to recover 
any potential losses. 

Note 4: Direct Versus 
Indirect Charging of Cost 

Moss Adams requested information to ascertain whether 
contractors were consistent in their practices regarding 
charging of costs as either direct or indirect costs. Moss 

Adams applied the criteria contained in FAR 31 .202 to 
assess potential noncompliance. Moss Adams also 
assessed the contractor’s internal controls with regard to 
direct and indirect charging. No instances of potential 
noncompliance with FAR 31 .202 came to Moss Adams’ 
attention, with the exception of scope limitation relevant to 

Butler Enterprise Group, as discussed in the Methodology 
section above. 

Note 5: Allowability 
and Allocability in 
Accordance with 

FAR Part 31 

Moss Adams requested information to ascertain whether 
contractor claimed overhead pool elements appropriately 
excluded costs which are unallowable and/or unallocable in 
accordance with FAR Part 31 . Moss Adams also assessed 
the contractor’s internal controls with regard to identification 
and exclusion of unallowable or unallocable costs. No 
instances of potential noncompliance with FAR Part 31 
came to Moss Adams’ attention, with the exception of 
scope limitation relevant to Butler Enterprise Group, as 
discussed in the Methodology section above. 
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APPENDIX A: DEPARTMENT RESPONSE 
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June 12, 2012 


Tonla Lediju, Audit Director 

Office of the Controller, City Services Auditor Division 
City Hall, Room 476 
1 Dr. Carlton B. Goodlett Place 
San Francisco, CA 94102 

Subject: SFMTA Response to the Office of the Controller's 2nd Year Desk 
Review of Overhead Rates Used by Central Subway Partnership’s PM/CM 
Primes and Subcontractors 

Dear Ms. Lediju: 

Thank you for providing your second year desk review of SFMTA’s contract CS- 
149 of the Central Subway Partnership’s primes and subcontractors' overhead 
rates. We appreciate the time and effort that you and your staff, including Moss 
Adams, have dedicated to the completion of this desk review. 

The SFMTA will take the following steps related to your findings: 

• For the items where the respective firm agreed with the recommendation, 
we will proceed with reconciling their payments and using their audited 
overhead rates moving forward; and 

• For the one item where the respective firm, Butler Enterprise Group did 
not provide information, we have followed-up with them and their CPA and 
have a set date of June 15th, 2012 when the information will be provided 
by Butler’s CPA, and will forward to the Controller’s Office upon receipt. 

• For the item on Note 3 where Moss Adams has indicated that SFMTA 
should evaluate the firms’ methodology, the Program Management and 
Construction Management joint venture's prime consultant’s Director of 
Government Accounting has reviewed the methodology and concurs that 
Booz Allen Hamilton’s application of its overhead rate is appropriate based 
on its total cost input overhead rate (attached, please find the above 
determination). 


San I rand&co Municipal Transportation Agency 

One South Von Nes»6 Avenue, Sovonth FI. Son Francisno, CA 94103 

l H. 4 is, /01 .41,00 | Fax 416.701.4430 | www.ofmta.com 
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June 12,2012 
Page 2 of 2 


We look forward to working with the Controller's Office to complete to begin the 
next set of desk reviews. If you have any questions or need additional 
information, please do not hesitate to contact the Central Subway Program 
Director, John Funghi, at (415) 701 4299. 


Sincerely, 



Edward D. Reiskm 
Director of Transportation 

cc: Sonali Bose, CFO/Director of Finance & IT 

Shahnam Farhangi, Capital Programs & Construction Acting Director 

John Funghi, Program Director 

Ross Edwards, PM/CM Project Manager 
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AUDIT RECOMMENDATIONS AND RESPONSES 


Recommendation 

Responsible 

Agency 

Response 

Moss Adams recommends that SFMTA 
evaluate the methodology used by BAH 
to apply their audited overhead rate in 
their billings. SFMTA should evaluate 
and conclude on whether BAH's 
methodology is appropriate. 

If the methodology is deemed 
inappropriate, determine the monetary 
effect and adjust the billing accordingly to 
recover any potential losses. 

SFMTA 

Concur, SFMTA enlisted its prime consultant's Director of Government 
Accounting to review the methodology used by Booz Allen Hamilton 
(BAH) to apply its audited overhead rate in their billings. 

BAH's rate is a total cost input overhead rate (which is accepted by the 
federal government and a standard way of calculating overhead), 
whereas previously all the other firms rates have had a single element 
overhead rate. 

BAH's audited overhead rate is a multiplicative rate as opposed to an 
additive rate, therefore it is imperative to explain how the rate is to be 
applied, which is explained in Note 3 of Moss Adams report (as well as 
in BAH's audited OH rate). 

In BAH's audited OH report on page 4, note 1 , and page 8, note 2, it is 
clearly stated how the rate should be applied. It states in Note 1 that 
"Direct Labor Costs equal Direct Labor Dollars PLUS Applicable Fringe 
Benefits". It Note 2 on page 8 it states for General and Administrative 
(G&A) Costs that "Modified Total Cost Input Base of Direct Labor 

Dollars, Fringe Benefits on Direct Labor Dollars and Overhead". 

As the methodology is deemed appropriate, no action is required. 
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APPENDIX B: CONTRACTOR RESPONSE 


AECONl 


ACCOM 004 271.2022 lol 

7700 Boymoadowo Woyn 
Sulto 20 1 

JflCKftOnvIllo, FI 32200 
www.aocom.com 


June 11, 2012 

Tonla Ledlju, Audit Diroctor 

Office of the Confroller, City Services Auditor Division 
City Hall, Room 476 
1 Dr. Carlton B. Goodlott PI 
San Francisco, CA 94102 

Subject: CS-149 Year Two Desk Reviews Performed by Moss Adams 

I am the Director of Government Accounting for AECOM. I was asked by an AF.COM employee to 
review an indirect rate calculation and to offer my opinion on the compliance of the calculation with 
FAR Part 31 and applicable pads of the Cost Accounting Standards (CAS). I reviewed the indirect 
cost data and related indirect rates presented In the Darrell J. Oyor audit report dated 3/31/10 

The methodology usod by the contractor in question is not uncommon among sophisticated 
Government contractors. Tho company uses what is referred to hh a value-added cost input base. 
Based on responses from the contractor (and as required by CAS) , the Indirect recovery 
methodology provided In the audit report Is consistently used for estimating, accumulating, and 
reporting costs and are the same rates submitted to the Defense Contract Audit Agency (PCAA) for 
the contractor’s fiscal year FY2010. 

To properly recover indirect cost, Indirect rates must be applied to bases on which they were 
calculated. Based on tho information provided, the Contractors rates would be applied as follows: 

The fringe benefit rate Is applied to all labor cost (direct and indirect). 

The overhead rate is applied to direct labor and tho applied fringe on direct labor. 

The G&A rate Is applied to both the overhead pool and base costs (direct labor and tho applied fringe 
on direct labor). 

The materials handling rale Is applied to subcontract, direct material, and Inter-company costs. 

The Contractor calculates both an office rate and a field rate. 

Bolow is an example of how the Indirect rates would be applied to direct labor. This example was 
Included in the contractor's response to the Moss-Adams report. 


Example of rate application 


Fringe -41.26% 

Overhead - 75.65% 

G&A - 11.37% 

Labor Multiplier 2.76 «+(THringe)*(1+overhead)*(1+G&A) 
l otal Indirect r ate applied to l qbor 2.7 6-1 85 176 (1 76%) 






iymon H. Thompson 11 
Hrector of Government /^counting 
AF.COM 




B-1 


